The main objective of this paper is to analyze the value of financial analysts' recommendations on Italian listed firms. Italy is an interesting case since analysts have to compulsory send their reports to the Stock Exchange Commission on the same day they are available to their private clients ("report date"). Then, reports are available to the public within a period of sixty days on the Stock Exchange website ("public access date"). Exploiting this regulatory peculiarity and the unique database formed directly analyzing analysts' reports, two distinct short-term event studies are performed finding a significant market reaction both in terms of volumes and returns around the report date. General implications for event study research design, highlighting some problems in commercial databases are also provided.
Introduction
The role of financial analysts is of primary relevance in reducing the costs associated with information asymmetry between listed companies and investors. Gathering and processing information, in fact, is not only costly, but also requires specialized skills. If analysts' researches convey new information, and therefore are valuable, then after the issuance of a report, one should observe a market reaction.
Several studies show that recommendation changes have greater impact on market prices compared with reiterations (Stickel, 1995; Womack, 1996; Francis and Soffler, 1997; Ivkovic and Jegadeesh, 2004) .
A previous cross-country study on G-7 countries finds that this indeed the case, except for the Italian stock market (Jegadeesh and Kim, 2006) . This evidence, based on commercial data, seems to suggest that in Italy analysts do not create value for investors. Under Italian regulation, however, analysts have to send their reports to the Italian Securities and Exchange Commission (Consob) on the same day they are available to their private clients [1] . Then, they have to submit them within sixty days to the Stock Exchange management company (Borsa Italiana S.p.A.) that immediately publish them on its website. Italy has been among European countries the first to impose specific transparency requirements on the equity research industry even before the adoption of the Sarbanes-Oxley Act (2002) in the U.S. and the Market Abuse Directive (2003) in Europe.
For the Italian case, thus, one should consider two dates: the date when the report is issued and only available to analysts' private clients ("report date"); the date when instead the report is published in the Stock Exchange website ("public access date") [2] .
Commercial databases may indeed not include the "actual" report date, but an incorrect one (either corresponding to the public access date or to a date in between), thus biasing any inferences. The potential problems associated with inaccurate dates in the data provided and/or selection bias in commercial databases is well acknowledged in the literature as well as among practitioners (Orpurt, 2004; Ljunqvist et al., 2008) . The research design used allows to overcome the potential distortion and correctly assess the information value embedded in analysts' recommendations changes. The peculiar Italian regulatory system per se does not necessarily leads to a greater market reaction following analysts' recommendation changes. However, it offers a practical framework to determine the correct event date. An investigation of whether national or regional regulations affect the efficiency of financial markets is in fact beyond the scope of our research.
If analysts' researches are valuable, investors should react at the report date, not at the public access date, since the information has already been incorporated into prices through the transactions of analysts' private clients.
Exploiting the Italian regulatory peculiarity, two distinct short-term event studies associated, respectively, with the "report date" and the "public access date" are performed. At the report date, positive (negative) abnormal returns for upgrades (downgrades) are found, while at the public access date a slightly significant market reaction occurs. This last evidence disappears, however, once Cumulative Abnormal Returns (CAR) is computed. Abnormal volumes are significant and relevant at the report date, and still significant but lower at the public access date. However, while at the report date the pattern followed by abnormal volumes clearly remarks the market reaction after report issuance (with the typical hump shape), around the public access date, abnormal volumes do not show any peaks. The structure of the paper is as follows: section 2 explains the methodology and the database used; section 3 comments the results, section 4 summarizes and concludes.
Database and Methodology

Database description
The database used includes all the 22,194 reports available on the website of Borsa Italiana S.p.A., issued on companies listed on the Italian Stock Exchange, from September 1999 to July 2005. After eliminating reports that were double [3] or without recommendation, the final sample contains 14,633 reports issued by 60 brokerage firms on 233 companies. Since the analysis focuses on recommendation changes, only reports containing both current and previous ratings are considered, thus excluding 2,553 reports [see table I ].
[table I about here]
A five-point scale is used where the ratings are classified as follows: 1 is "buy", 2 "add", 3 "hold", 4 "reduce", 5 "sell". Even thought the tendency is to converge to a three-point scale, in the period under investigation analysts usually referred to this fivepoint scale. It is worth noting that the percentage of upgrades is less than the one of downgrades, showing that analysts tend to revise with greater frequency their recommendations downward rather than upward, in line with previous studies (Ivkovic and Jegadeesh, 2004) .
[table II about here]
Methodology
In order to calculate average abnormal returns, a standard event-study methodology (Brown and Warner, 1980; 1985) is used, with the Market Model, and a three-day event window [-1; +1], both for the report and public access date.
For each stock, the excess return is estimated using the following procedure: 
Instead, to assess the overall effect of recommendation changes, the daily mean abnormal returns ( t AR ) is aggregated in the cumulative abnormal return ( τ , t CAR ), from day t to day τ.
Finally, to test the statistical significance of the results, both parametric (Brown and Warner, 1980; 1985) [4] and non-parametric tests (Corrado, 1989) 
Also for abnormal volumes, a three-day event window is used, for both the report and the public access date. However, different estimation windows for the report and public access date are used, due to the proximity in time of the two dates, as explained above. The basic assumptions are the following: for event study 1, the estimation windows [-2; -61 
Using estimation windows that do not take into account the proximity of the two dates could lead to biased results.
In order to test the statistical significance of the results, both parametric and nonparametric tests are performed.
Results
Report vs. public access date
While for the report date, data are available for the whole sample period, with regard to the second event study; the data on the exact public access date are available only from July 2004 (548 recommendations changes). Figure A .1 in the Appendix shows the number of days between the report and the public access date and the relative frequency of occurrence. First, in some cases (8.57% of the total), there is no difference between the report and the public access date, i.e. they coincide. There is another peak in frequency after seven days (5.29% of the total), suggesting that several intermediaries wait about a week to send their report. The percentage of reports that complies with the regulation, i.e. published within sixty days from the report date, is instead about 67% of the total, highlighting that one third of reports are sent after the term allowed by law.
In order to evaluate separately the market reaction for the report and the public access date, at least the cases in which the two events coincide have to be excluded. However, since a market reaction is observed after the report date (four days for abnormal returns and six days for abnormal volumes), eight days have been excluded for prudential reasons, i.e. to be sure that is not taken into account the abnormal reaction following the report date [6] .
Average abnormal returns
At the report date, an excess return equal to 0.65% for upgrades is observed, and to -0.82% for downgrades, both statistically significant. In absolute terms, the market reaction for upgrades is lower than the one for downgrades, suggesting that the market reaction to bad news is stronger. The magnitude of market reaction in Italy is larger than that reported for other non-US countries by Jegadeesh and Kim (2006) [7] . This could suggest that the value of analysts' recommendation in Italy is larger.
[table III about here]
Theoretically, an immediate and exhaustive reaction in correspondence of the report date should be observed [8] . However, analysts' private clients are mostly institutional investors who may want to fraction their orders to avoid the price impact of a relevant transaction, partly explaining empirical evidences. Either significant abnormal returns prior to the report date are due to leakage of information, or to price-sensitive information released before it. While in the first case, there would be a violation of law, in the second one the market would just react to news such as earnings announcements. The market reaction at the public access date, instead, is slightly significant [see table IV] thus, this issue is further investigated aggregating average abnormal returns.
[table IV about here]
Cumulative abnormal returns
In order to estimate the overall effect of the recommendation changes, aggregate daily average abnormal returns is aggregated computing Cumulative Abnormal Returns (CARs) on different time windows. The period [-6 ; +6] is divided in three main sub-periods: a three-day event window [-1; +1]; a five-day pre-event window [-6; -2] , and a five-day post-event window [+2; +6].
For event study 1, CARs are significant both for upgrades (1.27%) and downgrades (-1.76%) on the three-day event window [see table V] .
It is interesting to note that while in the five-day post-event window, CARs are significant only for downgrades (-0.67%), in the pre-event window they are not significant either for upgrades or for downgrades.
However, while for downgrades negative (even if not statistically significant) CAR is observed, the opposite applies for upgrade. This interesting pattern could have two different explanations. It could be that just before the report is issued, the stock under review becomes overvalued (undervalued) and possible targets for downgrades (upgrades), if its price increases (decreases). Another explanation is the "booster shoot" hypothesis (Michaely and Womack, 1999): analysts could deliberately upgrade those stocks with poor past performance, not because they are undervalued, but just to support their price, and please the management of the covered firm.
Enlarging the pre-event window, the results partly support this hypothesis: in fact, while on [-2; -6] the CAR is not statistically significant; on [-2; -10] for upgrades, we observe a significant negative CAR (-0.52%).
The results of event study 2, instead, show no significant CARs around the public access date, for both upgrades and downgrades [see table V].
[table V about here]
Since the results support the idea that the market reacts in terms of returns at the report date and not at the public access date, the analysis of the market reaction goes further only for event 1.
Prior evidence suggests that the short-term market reaction is associated with the strength of recommendation (Stickel, 1995; Francis and Soffler, 1997) . Following Womack (1996) , CAR are computed on a three-day event window for added-tobuy, added-to-sell, removed-from-buy and removedfrom-sell [see table VI].
[table VI about here]
CARs for added-to-buy (1.82%) and added-tosell (-2.15%) are larger in magnitude of, respectively, the ones for upgrades (1.27%) and for downgrades (-1.76%). In this regard, an added-to-sell has a higher market impact, in line with previous studies in the literature.
Consistent with the initial intuition, removedfrom-buy recommendations record a negative market reaction (-1.31%) since they are unfavorable news. Removed-from-sell recommendations, instead, even though they are good news, have a negative, but not significant, impact (-0.49%).
Abnormal volumes
At the report date (table VII), abnormal volumes for upgrades (part A) and for downgrades (part B), are respectively 32.43% and 43.94% greater than average, both statistically significant.
[table VII about here]
In line with previous studies, the market reaction in terms of volumes is greater for downgrades than for upgrades. This evidence can have two main explanations. First, usually the percentage of downgrades is smaller than the one for upgrades; thus, the impact for the former should be higher. Second, behavioral theories claim that people react more heavily to negative news, therefore increasing trading after a downgrade. The results seem to support the behavioral explanation, since the frequency of downgrade is higher than the one of upgrades. For downgrades, the market reaction around the report date is relevant and long lasting, while for upgrades is small and not persisting.
At the public access date (table VIII) , abnormal volumes are significant, however there is no peak at the public access date, suggesting that the real market reaction takes place at the report date. Cumulative abnormal returns are therefore compared with abnormal volumes, both for the report and public access date, trying to explain the patterns.
[table VIII about here]
Comparing cumulative abnormal returns and abnormal volumes A difference appears between the patterns followed by cumulative abnormal returns and abnormal volumes for the report and the public access date. Around the report date, for both upgrades (figure 3) and downgrades (figure 4) there is a strong price reaction (CARs) supported by abnormal volumes, definitely above average.
[figure 3 and 4 about here]
With regard to the public access date, instead, the picture is completely different: the pattern of CARs is quite flat, and the one for abnormal volumes is smooth, with no peak [ figure 5 and 6]. This can be shown as an evidence that, even though around the public access date, there are some abnormal volumes; these are not strong enough to support significant CARs.
However, since with regard to public access date, just one year of observations is available, the results should be taken with caution. In other words, it is possible to find significant abnormal volumes due to small sample bias.
[figure 5 and 6 about here]
Conclusions
Given the role of financial analysts in reducing the costs associated with information asymmetry between listed companies and investors, this study verifies if the reports they produce are valuable and convey information to the market.
In particular, the analysis has focused on the impact of recommendation changes on prices and quantities of the stocks followed by analysts.
Using a database formed by collecting the reports directly from the Italian Stock Exchange website, the empirical evidences are in contrast with previous cross-country studies. There is a significant reaction at the "actual" report date, while following the mere publication of the reports on the website shows a weak and slightly significant reaction. Previous cross-country evidence finds no reaction to recommendation changes on the Italian market. This may occur because commercial databases do not contain the "actual" report date.
The Italian Regulation peculiarity has implications on a general research-design ground: considering regulatory issues may improve findings, mostly because of the possibility of an incorrect identification of the "event date". The results therefore highlight that in exploring cross-country differences in analysts' information value it is necessary to consider country-specific regulatory peculiarities. Furthermore, the findings suggest that the publication of the report on the Stock Exchange website does not convey any information, thus it has no value for investors. Therefore, it seems questionable to have such a peculiar regulation. May, 14, 1999) . 2. For a detailed description of these regulatory aspects, see Belcredi et al. (2003) . 3. Sometimes the reports are identical apart from the language used (Italian or English), or they are just published twice in the website. 4. For a further robustness check, we also used the tests proposed by Boehmer et al. (1991) . 5. Since the original distribution of the volumes is supposedly not normal, this is necessary to have a normal one. From now on, we use the term "volume" to refer to the natural logarithm. 6. We also performed other calculations just excluding the cases of coincidence of the two events, or using other differences within one week. The results are very similar. 7. Column (1) shows the windows used to estimate the market model parameters, and the average volumes. Column (2) shows the event windows used to compute abnormal returns, and volumes. Estimation and event windows are showed for report date (event study 1), and public access date (event study 2). This table shows the number of recommendation changes, and reiterations. For example, the first row reports all changes from 2 ("add"), 3 ("hold"), 4 ("reduce"), 5 ("sell") to 1 ("buy"). The first column, instead, reports all changes from 1 ("buy") to 2 ("add"), 3 ("hold"), 4 ("reduce"), 5 ("sell"). Unchanged recommendations lie on the main diagonal. Statistical significance: * = 10%; ** = 5%; *** = 1% Statistical significance: * = 10%; ** = 5%; *** = 1% Statistical significance: * = 10%; ** = 5%; *** = 1% Table VI . Cumulative Abnormal Returns for added-to-buy/sell and removed-from-buy/sell
ABNORMAL RETURNS
Cumulative abnormal returns (CARs) are presented for different categories of changes to and from extreme ratings. For downgrades, we report removed-from-buy, and added-to sell; for upgrades, added-to-buy, and removed-from-sell. CARs are obtained by aggregating mean daily abnormal returns over a three days window around the recommendation change. Statistical significance: * = 10%; ** = 5%; *** = 1% Statistical significance: * = 10%; ** = 5%; *** = 1% 
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